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~ PERIODICITY Ql m BUSINESS Q.IQ!i! 
There are various views held with respect to the periodicity 
of major cycles. The first view is that there is an exact periodici t;r, 
which view is held by Professor Moore of Columbia~ who argues that 
the Juglar cycle is approximately an eight year cycle. His explana-
tion is to be found in terms of physical forces • rainfall passes 
through cycles of approXimately thirt,-three years and eight years 
duration .• causing like cycles in the yield of crops, which affect 
industry, costs, etc. Prices are low, purchasing power from agricul-
ture is not unfavorable, and the large volume of crops gives rise to 
a stiiillllatton to industry. 
Long before Moore, Jevons2 explained cycles by his theory 
of sun-spots. He believed that the energy poured upon the earth's 
surface in the form of sunbeams was the principal agent in maintaining 
life here, and that there was a periodic variation of the sun's con-
dition, first discovered in the alternate increase and decrease of 
area of the sun-spots, and also marked by the occurrence of cyclones, 
magnetic storms, and other meteorological disturbances. Be deduced 
an eleven year cycle which was caused by the variations of the position 
of the planet Venus with respect to the earth. If' Moore's explanation 
were valid, we should have to conclude that the period was exact. 
1
• H. L. Moore, "Economic Cycles:Their Law and Cause" fN. Y. Macmillan 
eo. 1914) PP· 145-149 2
• W. S. Jevons-"lnvesti~tions in Currency and Financef MacMillan & Go 
~===#=~-=-=PP - 194,- ----
However, statistics show a variation in practice and it is only by 
averaging out that you get an exact periodicity. 
The second view is that there is a periodic! ty relatl vely fixed 
over a short period, but over a long period changed from time to time. 
The view is that the periodicity is due to certain characteristics of 
the economic mechanism and that these characteristics are not fixed 
in the sense that Veuus bears a fixed relationship with respect to the 
earth. Periodicity is thus an inherent feature or factor of the 
economic system itself. 
Some economists believe that periodicity is the function of the 
period of life of capital goods. This may be called The Capital 
Replacement Theory of the lm.siness Cycle. :By capital gOods is meant, 
in this connection, not only producers' goods, but also durable co~ 
1 
sumerst goods such as houses, schools, etc. Aftalion, French economist, 
cites Marx as being the first to bring out this theory. Depression 
period is the period during which capital goods are . being worn out, 
according 'to this point of view, while prosperity is the period of 
replacement. Thomas 14. VcN'iece~ American economist, has studied the 
replaceDEnt cycle in several types of goods, and bas found that in the 
automobile industry in the twenties, it was three and a half years, 
Albert Aftalion, "The Theory of Economic Cycles Based on the Capi talis-
tic Technique of Production", The Review of Economic Statistics, 
October 1927, pp. 165-167 
Thomas M. McN'iece, "The Economic Significance of Replacement Cycles in 
Demand", Transactions of the American Society of Mechanical Engineers, 
May 1934, PP· 337-353 
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Out of these cumulative incidents you get some organic picture . When 
you combine these accidents with our organic system, in which things 
tend to perpetuate themselves and accumulate, you do get some sort 
of a periodicity, but no regular one. In this connection it is inter-
eating to note that while the Americana and English use the term 
cycle, on the continent. tbe German term "Xonjunktur", meaning con-
juncture of circumstances or combination of accidents, is used. 
10. 
THEORIES !IT!! RESP.'lllCT TO CYCLE DEVELOPMENT 
First we have the view that the cycle is recurring. Not 
only that each phase tends to develop a subsequent phase of the cycle, 
but that each cycle tends to develop another cycle. Mitchell, Hawtrey, 
Aftalion all believe in this view. Fishe~has a modification of this 
theory. He believes that each succeeding cycle tends to dampen down, 
peter out unless some new impetus such as a war, large crop, new 
inventions, or other outside force gives it a new start. 
Then we have Spiethoff's idea that the cycle tends to com-
plete itself and stop there. A boom once started develops into a 
crisis, then depression, and your recovery awaits the development of 
new inventions, discovery of new territory, etc. t o bring about 
another powerful. The turning point €omes when 11a. feverish17 
increased output is thrown on the market without being met by a like 
2 
consumption." Spiethoff says you must have new things to initiate 
another boom. You may stabilize at a relatively high level, but 
there conditions remain until new forces intervene to create a boom. 
The third view is the theory that a boom once started tends 
to create a crisis, but once the downswing is on, the depression will 
continue indefinitely. Col. M. c. Rorty of American Telephone and 
l. 
I. Fisher, "The Purchasing Power of Money, 11 N.Y .• Macmillan Co., 1922 
2 P• 70 Fri tz, "Contributions to Business Cycle Theory," page 21 
16. 
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Telegraph Company:and Fisher, too, to some extent, hold this view. 
It is inevitable that once business starts down, inventory and productive 
capacity are too high. VThen income falls, capacity or rather over-
capacity increases; the further down you go, the worse it becomes, and 
measures to cut down on over-capacity further cut income. The result 
is that there is never any stimulus to capital goods industries and the 
downward spira.l has no end. That is Borty 1s view. Fisher's argument 
was that an over-development of debt was the cause. Debt gets so high 
in relation to income that people would have to start paying off their 
debts. When you start paying off debts, income fall s and the more 
income falls, the higher the debt overload. We must remember that when 
the process of deflation starts there is a portion of the debt struct ure 
on weak ground. That segment of the debt structure is attacked 
vigorously in the early part of the process. More and more you reach 
the position where remaining as~ets are held very firmly. The banks 
are forced to sell assets if the banking system is weak. If the banking 
system is weak, then there is no end to the deflationary process. 
Depositors come to withdraw their money, banks are forced to liquidate 
their assets, which throws a flood of securi ties on the market, thus 
depressing it still more, and the deflation process is endless. 
In thi s connection, Prof. Hansen and other economists believe 
it would have been a wise po licy if the government had come to the aid. 
of banks in 1931. It would have meant spending some money, but 
1. Col. Rorty, "Some Problems in Current Economics, 11 Chicago, A. W. Sha.w 
Co., 1922, PP· 74-75 
17. 
nothing compared to what was lost later when confidence in the banks 
was shaken in 1932 and 1933· 
We were discussing Rorty's and Fisher's views that there was 
no stopping point, but that deflation continues. Fisherts view is i n 
error in that you reach a point where assets are strongly held. His 
remedy is a monetary one. He thinks that the Federal Reserve Banks 
should engage in open market operations and establish low money rates, 
w.i th a 100 % reserve scheme by central government monetary authority 
which will purchase securities and issue money on them. 
Ool. Rortyts argument is that as income falls you get higher 
and higher ove~capacity. A rich society that has a lot of durable 
goods is apt to have violent fluctuations, but Rortyte basic error is 
that he ignores the fact that there is a basic level of consumption 
that does not drop. There ~ a natural bottom to the depression. 
Rortyta theory seems wrong in that respect. There is a chart in the 
London Econorrdst, January, 1938, which shows the volume of consumption 
by the British working classes during the depression. The food curve 
even rose a 11 ttle; the reason for this being that there was a drastic 
fall in food prices which exceeded the fall in payrolls. Rortyts view 
is open to the criticism that there seems to be a natural bottom to the 
depression whiCh, of course, is not specific or definite. We believe 
that one can say that you will reach a bottom for the reason that our 
demand for consumers·' goods, that is, non-durable consumers' goods, 
fluctuates very little. Our demand for durable coneumers 1 goods such as 
automobiles and furniture and the demand for capital goods will vary 
18. 
very widely. As people will continue to make expenditures necessary 
to every day needs--food consumption--, you can say that the depression 
is ~ing to reach a dead rock bottom when it reaches the level of 
non-durable goods. 
Rortyts remedy was to subsidize anyone who would build -
residences, office buildings, factories, etc. Contractors would offer 
to build at a price and would place bids with the government for a 
subsidy for wages and materials. This would, of course, cause gov-
ernment spending to be magnified, for every government dollar spent 
would involve the spending of several private dollars, and the result-
ing activity would pull the country out of the depression. 
With respect to this remedy, it is interesting to note that 
in England recovery was due to: (1) cheap m:>ney and (2) advantages in 
trade, i.e. imports of raw material declined greatly in price while 
prices of exports-finished goods- stayed up. In the United States 
we have not had an effective cheap money policy, particularly for 
construction. England has a four per cent rate for money for building, 
while Sweden has a three per cent rate. We have had a six per cent 
rate and consider a five and one-half rate low. 
19. 
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is no difficulty- the difficulty comes after the goods are completed. 
Foster and Catchings assume that savings lead to new investment. 
Let us start with the condition where all income is spent on consumers' 
goods. Here there is no difficulty. Wow let us assume that some start 
to eave and that their saving is coupled with new resources in order 
to make producers' goods. Here you have a new group who spend for 
consumers' ~ode that part of the total income that those who saved 
have foregone. So far everything is all right. 
Finally, according to Fbster and Catchings, when new pro-
ducers' goods have been completed, the output of consumers' goods is 
increased. The demand for consumers' goods is the same as before, 
thereafter you get a re4uetion in prices. Prices fall, and Fbster 
. and Catchings assume that falling prices mean a depression. Now, you 
may question why prices fall. Some say that that can be cured by en-
larging the money stream. Fbster and Catchings consider this point 
also. However, they find that money is increased only by loans which 
business men use for producers' goods. So, if you create loanable 
funds, business men do not use these for consumers' goods, which would 
be fine, but for producers' goods. 
While the producers' goods are in the process of being 
produced, you add to the total income and because of this increased 
income without any increase in consumers' goods, you get a price rise. 
Now, as entrepreneurs borrow money at the bank to increase their 
productive capacity, Fbster and Catchings assume that this money is 
spent on the cost factors of production. They argue that it should 
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lead the way. It follows. With Tugan-~aranowkki the thing that causes 
the oscillation is the fact that this output of production goods 
oscillates and the reason is that there are oscillations in the volume 
of loanable funds which produce at certain times low rates of interest. 
The boom is a period in which 11 free capital" is transformed 
into "fixed capital"- In the depression your consumption is not only 
stabilized but your p~aduetion is likewise. Therefore there is an 
accumulation of loanable funds. The essence of depression is that 
savings can't find an outlet. Interest is pushed lower. Finally 
you get a force that makes it profitable to st~ investing again, and 
you finally get the upswing. Scarcity of savings is the cause of the 
boom coming to an end. The example of the steam engine might be used 
as an illustration. Savings are the steam. The pressure shows itself 
in a low rate of interest. 
At this point it is important to consider what makes up the 
volume of loanable funds available for investment. 
1. Current flow of savings 
2. New money (bank credit) M 
3· Utilization of idle funds. (Represents an increase in V) 
In the boom, investment eqtlals savings and dishoarding, while 
in the depression, investment equals savings and hoarding. In the 
depression there is an accumulation of 11hoards 11 • Savings are in ex-
cess. Money (M) : M l and M 2 (active) (inactive) 
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In summarizing Tougan-Baranowskils views we find that the 
cycle is essentially a fluctuation in Investment (production of 
producers~ goods). It is clearly in the output of fixed capital goods 
that you have the great variation. An increase in consumption is the 
result of the boom in the capital market and not the cause of it. The 
boom is t"inanced out of the accumulation of savings that has been 
piled up. The more savings that accumulate, the more adventuresome 
the bankers become, and the lower the interest rate. The lowering of 
the interest rate to the point where it induces an increase in invest-
ment is the factor which Tougan-::Saranowsld says induces the boom. 
He calles attention to John Stuart Mill's theory that it is the low 
interest rate consequent upon the pressure of funds which provokes a 
period of feverish speculation. Tougan-::Saranowski ia one of the first 
to stress this particular point about the cycle. It clearly does con-
sist of the fluctuation of the production of fixed capital. The boom 
consists of a spurt of real investment. Changes in consumption result, 
but the boom is not caused by an increase in consumption. 
We find in his theory a kind of monetary explanation, in that 
a beginning is at last made in an accumulation in the volume of saving~ 
In Chapter II we noted that Hawtrey lays all the emphasis on the short 
term loan (credit). Short term credit and inventories are what he 
bases his study on. Tougan-Baranowski is concerned with the long 
term rate of interest. 
Spiethoff, who was a professor at the University of Bonn, 
wrote his first article about the business cycle in 1901. He finds 
Tougan-Baranowski's approach to the cycle a fruitful one, but believes 
his explanation for the causal swing unsa.tisfactory. He lays less 
stress on monetary things than Tougan-Baranowski. He doesn't believe 
that an accumulation of savings will start the upswing. He, really 
almost roore than a:ny one else, throws out the m:metary theory. You 
must look at what is going on in the real world, not just the monetary 
world. 
He believes that the cycle is a function of technological 
development. The upswing represents the period in which progress is 
made in our method of production. It may take the form of development 
of new resources, new inventions, opening up of new territory, devel-
opment of technological progress. Those are the thi~ that start the 
strong investment activity. There he parts company with Tougan-Baran-
owsk1. 
The chief reason that you have a cycle rooverrent is that pro-
gress doesn't come by millions of small increments of improvements, but 
by spurts. There is one gigantic splash that disturbs the equilibrium. 
There is the rise and growth and development of new industries. You 
can't make a smooth adjustment between your capital and consumptive 
demand. It is the lttrnpiness of the thing that makes it difficult to 
have this adjustment. You finish these new capital structures; the 
depression, therefore, is upon you. In the depression it is unfortunate 
that there continues a large volume of savings. Unequal distribution 
is not unfavorable in the boom because the boom sucks up savings. 
39 · 
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accumulation in this sense slows down, while the production of fixed 
capital equipment increases. The discrepancy between the flow of 
money and the trend of production eventually brings about the crisis. 
"The typical roodern trade boom does not mean over-production, or an 
ovel\-estimate of the demands of the consumers or the needs of the 
community for the services of fixed capital, but an over-estimate of 
the supply of capital, or of the amount of savings available for tak-
ing over the real capital produced. What is really over-estimated 
is t he capacity of the capitalists to provide savings in sufficient 
l quantity." 
In the opinion of Spiethoff and Cassel, the revival is never 
brought about by an increase in the demand for consumers' goods, but 
always through increased investment. New investments are stimulated 
by the lowering of construction cost of capital equipment which en-
sues during the depression as a result of reduction of wages, fall in 
the price of raw materials, reduction of interest charges, adoption 
of improved methods of production, etc. Professor Cassel lays stress 
on the fall of the rate of interest as exercising an immediate and 
powerful influence on the value of fixed capital equipment. But on 
the whole, according to Spiethoff - Cassel is less pessimistic in 
this respect- these adjustments, which are automatically made during 
the depression, are not of themselves sufficient to revive the spirit 
of enterprise and overcome the dead point of the depression. 
1 G. Cassel, "The Theory of Social Economy", Vol. II, page 649 
41. 
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do with technical improvements - or deepening of capital. He is also 
concerned with a lower rate of interest which may result in a large 
expansion demand for capital • . 
If you have an invention that is capital saving, the cost 
of the unit is less than before. Prices fall. Consumer demand is :cz 
greater, if the article is elastic, and a widening of capital results. 
Instead of AM, you have AN. 
l 
A f'l\ ~l 
Spiethoffte idea is an increase in investment due to new inventions 
and the opening up of new territory. He thi~ of an expansion demand 
that has no relation to an expansion of consumption demand. It is not 
the acceleration principle that he works upon. The theory doesntt 
rest on mistakes being made. According to Spiethoff, the expansion 
demand is over when the bucket is filled. To keep it full is the 
replacement demand. SupPose you have total capital stock. You are 
just replacing it. Something comes along that causes an expansion of 
new technique. You hold your own. Your re adding, never going back. 
Assume that you also have a rise in consumption all the time. It 
ought to be a stable society but it won1 t. It will still have violent 
cycles. The cycle, therefore. is not a matter of consumption. You 
can't cure the cycle by stabilizing consumption. The poin.t stressed 
in economic literature is that you have an expa.nsion demand linked 
always with the acceleration principle. That is wrong, as Spiethoffls 
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3· Quite new independent investments that causa 
expansion of capitalistic expenditures. 
If these new investments don't begin then your pump-priming fails. 
New investments are nat a function of p"J+.rnp..priming, but may be more 
likely to occur due to a better balance of the cost price structure, 
higher income that encourages business men to t~ a chance~ etc. 
Public works of itself cannot sustain the economy. Your 
economy tends continuously in the direction of the contraction of 
income. ·In the last hundred years we have had new investments because 
of economic progress. That is quite outside of the accelera.tton 
principle and the multiplier principle. Some economists ~~ve held the 
vielV ·~hat wars so disturb the economy of the world that they are 
responsible for the long trend movements. Looking at the savings 
process alone - a society that saves has a downward movement. There 
have been ~ariods in the nineteenth century when the technological 
forces were not adequate to promote an upswing. From 1873 to 1897 you 
couldn't blame the downswing on the wars, but on the failure of 
technological progress to start new ind.us tries. In the 80's you had 
a greatly developed industrial system and the expansion was less 
significant that the 501s. If you have not economic progress to use 
those savings, then you have a deflationary influence, but you need 
savings to develop the new inventions that go to make up economic 
progress. 
The multiplier shows the influence of investment on consump-

====-----==. =-=--===ll=== 
AJ3STBACT OF !E! TEESIS 
The business cycle is a factor in our economic life that 
we should know more about, and 1 t was to have a better understanding 
of this upsetting phenomenon that this study was unde r taken. A 
clarification of our ideas on the causes of periods of boom and 
depression is necessary if we are to approach the problem of recovery 
with the clear thinking that the magnitude of the problem requires. 
There are three main t~es of cycle.s, the Juglar, the 
Kitchin, and the Kondratleff. In this thesis we have limited O'll.r 
study to an analysis of the Juglar Cycle, which is the one usually 
referred to when we speak of the Major Cycle, and which covers a 
period of from seven to ten years. The question as to how the 
periodicity of the cycle may be determined has been examined from the 
points of vi ew of those w1~ believe in the effect of natural con-
ditions, those who stress the life period of capital gpods, and those 
"accidental theorists" who believe in no periodicity a1 all. 
What starts the cycle generating, and whether or not this 
stimulus comes from the inherent structure of business itself, or 
from without, has been analyzed through the findings of the monetary 
theories of Hawtrey and Mitchell, the capitalistic method of produc-
tion that Aftalion sees as the cause, the competitive nature of 
markete that :Beveridge believes in, and the inventory explanations 
77· 



